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On April 1, Citibank raised its prime lending rate to 7.75%, an increase of 0.25%. Chase Manhattan
and several other major banks followed suit shortly thereafter. It is expected that this move will
attract foreign capital, and help stabilize the dollar's exchange value vis-a-vis the world's major
currencies. The change in the prime rate produced an immediate reaction in money markets: the
exchange rate with the yen, rose from 145.85 to 146.5 yen per US dollar on the same day. Latin
American governments which recently completed debt rescheduling have expressed concern.
For instance, the Venezuelan government recently restructured $21 billion of its foreign debt,
and obtained a reduction in the spread rate (risk premium charged by the banks, in addition
to interest rate), to 0.875, resulting in an annual savings of some $50 million. However, with the
increase in creditor banks' interest rate, Venezuela will be required to increase annual payments
by an estimated $45 million, thereby cancelling out the bulk of the savings achieved by the spread
reduction. Finance Minister Manuel Azpurua was circumspect in his comments, saying only that
Caracas is "continuing to follow" the development of interest rates in the United States, and that
debtor nations must seek mechanisms to defend themselves against constant interest rate increases.
The 0.25% increase in the prime rate translates to an additional $250 million in debt service for Brazil
and Mexico together, the region's two largest debtor nations.
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